Business practices for sustaining performance of microfinance institutions: a literature review by Zuru, Nasiru Liman et al.
  ISSN: 2249-7196  
                                                                         IJMRR/August 2016/ Volume 6/Issue 8/Article No-3/1000-1011              
                                 Nasiru Liman Zuru et. al., / International Journal of Management Research & Review 
*Corresponding Author                                       www.ijmrr.com                                                                     1000 
 
 
BUSINESS PRACTICES FOR SUSTAINING PERFORMANCE OF 
MICROFINANCE INSTITUTIONS: A LITERATURE REVIEW 
Nasiru Liman Zuru*
1






College of Business, Universiti Utara Malaysia, Malaysia. 
ABSTRACT 
Microfinance institutions (MFIs) play a significant role in the financial industry in developed 
and developing countries. These institutions are known for their social and economic 
contributions in many countries. Notwithstanding their social as well as economic 
importance, information and research on MFIs remained not only limited but rather also 
attracted fragmented research interest. Despite their pivotal role in the financial industry, the 
literature indicates minimal theoretical as well as empirical studies on business practices 
adopted by MFIs. Drawing from the review of the literature and past studies, this paper 
specifically identifies and reviews five business practices that are considered essential to the 
performance as well as financial viability of MFIs.  
INTRODUCTION 
Microfinance institutions (MFIs) were created to fulfill the financial needs of the needy. 
These financial institutions provide various types of microfinance and financial services that 
are meant for the poor people. Interestingly, in developing and developed countries, MFIs 
have become not only an important player in the financial industry but also a major source of 
financing for people with minimal income as well as those that do not have access to 
financial facilities provided by  commercial banks and other conventional financial 
institutions.  
More importantly, in developing countries such as Bangladesh and Nigeria, the microloans 
and financial services provided by MFIs are increasingly being recognized as one of the 
effective means of eradicating poverty in these countries. For instance, it was reported that in 
Bangladesh, the Grameen Microcredit Bank which was founded in 1983 helped to get rid of 
begging by allocating funds to provide food and other supplies to beggars, improved 
education of poor children through education loans, increased the number of homes equipped 
with electricity and assisted the poor to start their own small businesses (Geleta, 2016; Ene & 
Inemesit, 2015; Tadele & Rao, 2014; Shukran & Rahaman, 2011; The Star, October 21, 
2015; Yunus, 1998 and 2007). 
As financial institutions to the poor people, their success depends very much on their 
business practices and how well they are being managed. With regard to the performance and 
sustainability of MFIs, some continue to maintain their success while others appear to be less 
successful. The successful MFIs are able to perform and sustain their financial viability 
because of their ability to adopt effective business practices. However, in the case of the 
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unsuccessful MFIs, most often, they failed because of bad business practices and also 
mismanagement (Abraham & Balogun, 2012; Adeusi, Akeke, Aribaba, & Adebisi, 2013; 
Agyapong, 2015; Amoo & Kolawole, 2015; CGAP, 2003; Congo, 2002; Dunford, 2000). 
The relevance and applicability of business practices to the performance and financial viability 
of MFIs have been emphasized in the literature and past studies (CGAP, 2003; Congo, 2002; 
Dunford, 2000; M-CRIL, 2002).  However, as an area of study, there is still not much 
information as well as research on business practices in MFIs. Given this information and 
research gaps, this paper reviews five business practices essential to MFIs as identified and 
promoted in the literature and previous studies. For this purpose, the paper is presented in four 
sections. The following Section Two examines the limitation of prior studies on MFIs. Next, 
Section Three highlights the five business practices that are considered not only important to the 
performance of MFIs but also their financial viability. Finally, Section Four presents a short 
conclusion of the paper. 
LIMITATIONS ON PREVIOUS RESEARCH ON MFIS 
As an area of study, MFIs appears to have received increasing research attention. The review of 
past research however suggests that the scope and focus of previous studies in this area are still 
relatively limited. The literature shows that although the number of research that focused on 
MFIs seems to increase, an evaluation of past studies highlights several limitations. The 
limitations identified in prior research include; too much emphasis on studying the 
effectiveness of microfinance schemes, use of case study method and observing as well as 
reporting general issues related to MFIs such as corporate governance, intellectual capital, the 
adoption of information, communication and technology (ICT), capital structure and poverty 
reduction. Nonetheless, despite the importance of business practices to the performance of MFIs, 
little research has attempted to investigate business practices that useful to these institutions 
(Abraham & Balogun, 2012; Amoo & Kolawole, 2015; Augustine, Wheat, Jones, Baraldi, & 
Malgwi, 2016; Chinasa, 2015; Ene & Inemesit, 2015; Haileslasie Tadele, 2014; Kamukama, 
Ahiauzu, & Ntayi, 2010; Paul & Emesuanwu Catherine Ebelechukwu, 2015; Umar, Tanveer, 
Aslam, & Sajid, 2012). 
BUSINESS PRACTICES 
The existence of organizations such as MFIs depends very much on their ability to sustain 
their financial viability. Sustainable institution building needs appropriate business practices. 
Without sound business practices, these financial institutions cannot function effectively and 
efficiently. Business practices are important to MFIs because they can affect not only the way 
these institutions are managed but also influence their organizational performance as well as 
their financial viability. The review of the literature appears to suggest that there are at least 
five specific business practices that are relevant and applicable to MFIs. The five business 
practices include; strategic planning, lending, marketing, corporate governance and 
information, communication and technology (ICT) adoption (Dunford, 2000; M-CRIL, 2002; 
GAAP/The World Bank Group, 2003).  The following section explains each of the five 
business practices.  
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STRATEGIC PLANNING  
Although the concept of strategic planning encompasses many different definitions, the 
literature indicates that most frequently the concept has been referred to as the way in which a 
firm in a particular industry decides how to compete, pursue, maintain its competitive 
advantage as well as accomplish its organizational objectives (Hashim, 2008;  Hashim, 2015; 
Leinwand, Mainardi, & Kleiner, 2016; Reeves, Haanaes, & Sinha, 2015; Rumelt, 2013). 
Strategic planning is often considered as one of the most important business practices in 
organizations. This is because strategic planning consists of several specific and important 
activities that are essential to the performance of organizations as well as their eventual 
success. Among the activities include; environmental analysis (internal and external business 
environment), developing the vision of the organization, creating the mission of the 
organization, establishing organizational objectives, and identifying as well as selecting the 
appropriate business strategy (Hashim, 2008; Ridwan, 2015). 
Microfinance institutions need effective strategic planning to compete, adapt to their business 
environment as well as develop winning business strategy to achieve their organizational 
objectives. Previous studies have provided evidence that suggests organizations which were 
able to formulate and implement effective business strategy performed better than those that 
failed to do so (Barth, 2003; Beal, 2000; Hashim & Ahmad, 2009; Hashim & Zakaria, 2010; 
Kean, Niemeyer, & Miller, 1996; Lee, Johnson, Gahring, & Lee, 2008). 
One of the earliest study by Eastlack and McDonald (1970) indicated that strategic planning 
not only improved organizational performance, but also found that managers in organizations 
seriously believed that strategic planning produced enough non financial benefits that 
enhanced the capabilities of their firms as well as promoted interaction among them at 
divisional and functional levels. 
Other studies have also provided the evidence that suggests effective strategic planning 
practices can improve the performance of organizations (W. Hopkins & Hopkins, 1997; 
Pawliczek & Kozel, 2015; Rezamand, Zeinali, & Asadi, 2015). For instance, the earlier study 
by Hopkins and Hopkins (1994) showed that financial institutions that practiced strategic 
planning passionately (whether the process was informal or formal) were able to 
outperformed those institutions that planned with less passion.  
The earlier study by Hector (1991) discovered that managers in financial institutions focused 
more intensively on strategic planning practice due to the business pressure that required their 
institutions to offer not only better but also new products and services to their clients. The 
managers practice strategic planning by scanning their external and internal business 
environments, placing greater emphasis on setting direction for their institutions as well as 
evaluating their strategy alternatives. 
Interestingly, the later study by Hopkins and Hopkins (1997) further indicated that the 
relationship between strategic planning and organizational performance in organizations was 
reciprocal in nature because strategic planning resulted in superior performance and in return, 
the superior performance caused to increase the intensity in strategic planning.  
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LENDING PRACTICES 
The ability to adopt sound lending practices is also regarded as another important business 
practice to MFIs. Lending practices are crucial to the financial viability of MFIs. Although 
lending practices among the MFIs may not be uniform, these practices are crucial to their 
survival. More specifically, in order to achieve both their social as well as financial 
objectives, these financial institutions need to be able to provide not only adequate amount of 
loans to their clients but also they should ensure the repayment of the approved loans.  
With regard to the lending practices, some MFIs may be extremely conservative, while others 
may be more venturesome in the risks they are willing to take. However, as far as lending to 
the poor people is concerned, in most cases, the MFIs would generally subject them to their 
regular lending procedures when it comes to the applications of microloans. The prospects for 
loans approval mainly depends upon the borrowers’ fulfilling the MFIs’ lending criteria. 
Among the lending practices adopted by the MFIs include; group lending, individual lending, 
non collateral, low interest rate, minimum processing fee, smaller installment amount and 
short term loan repayment period (Kodongo & Kendi, 2013). 
Group lending is a common type of microloan where the group represents as the borrower. 
For group lending, the loan is disbursed to the group and members of the group are 
responsible for the repayment of the loan. The involvement of the members of the group in 
the disbursement and repayment of the loan create peer social pressure and solidarity in the 
group. Group lending appears to work well in a society where social networks are often of 
vital importance to the group responsible for borrowing and repaying the loan (Rahman & 
Nie, 2011).  
The Grameen Microcredit Bank founded by Muhammad Yunus is considered as one of the 
earliest and most successful MFIs that practiced group lending. Ever since, group lending has 
been replicated by numerous MFIs operating in developed and developing countries such as 
Malaysia, Thailand, the Philippines, Vietnam, Sri Lanka, India, China, Mali, Honduras, 
Bolivia, Chile, Tanzania, the United States and Canada (Hulme, 2008). 
In addition, findings of the studies by Chaudhary and Ishfaq (2003), Chowdhury (2005), 
Armendáriz de Aghion (1999) and  Banerjee, Besley and Guinnane (1994) indicated that the 
practice of group lending practice which emphasized on joint liability is particularly effective 
in increasing credit repayments among members of a group, especially for microloans that do 
not require any collateral. 
Apart from the group lending, MFIs also provide individual lending. The individual lending 
is almost similar to the lending practice adopted by the commercial banks. The practice of 
individual lending involved providing a loan to an individual borrower. The main feature of 
individual lending is that the size of the loan is much smaller than the loans provided by the 
commercial financial institutions. An individual-based lending institution normally uses 
standard bilateral lending contracts between a lender and a single borrower (Mokhtar, 2011). 
Non-collateral is another important feature of the lending practice adopted by MFIs. In the 
case of MFIs, the physical collateral is replaced with social pressure or social collateral. The 
social collateral concept was developed to mitigate hazardous behavior of loan repaying 
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default among the borrowers. For instance, group lending used a stepped credit framework 
whereby the amount and approval of the next loan is subjected to the track record of the 
borrowers’ repayments and reimbursements of past credit. This lending practice encourages 
the borrowers to not only use their loans more efficiently but also cultivates their 
creditworthiness. For instance, according to the findings of study by (Park & Ren, 2001), in 
China, social collateral has effectively help to increase the rate of repayment among MFIs 
borrowers by nearly 100%. 
Microfinance institutions normally provide short term loans to borrowers. Both the duration 
of the loan as well as the repayment period is usually short. Most often, the MFIs would 
impose frequent loan repayments such as weekly payments. By introducing the weekly 
repayment, the MFIs are able to reduce the amount of the installment for the loans. The 
smaller loan installment will help the borrowers to pay their loans since the repayment 
amount is low. However, MFIs that adopt this lending practice normally imposes higher 
interest rates, particularly among those that intend to be financially independent and also 
those that do not want to rely on subsidies or donations (Morduch, 2000).  
MARKETING PRACTICES 
Apart from strategic planning and lending practices, marketing is also viewed as the third 
critical business practice to MFIs that provide financial products such as microcredit and 
other financial services. As organisations that provide products and services, they need to 
develop, manage and leverage their marketing practices. By adopting appropriate marketing 
practices, MFIs can promote and sell their products and services as well as compete with their 
rivals. In addition, these financial institutions need to focus on adopting marketing practices 
that will enable them to respond to the changing needs and expectations of their various 
stakeholders (Agyapong, 2015). 
The literature indicates marketing practices are linked to organizational performance. As an 
important business practice, marketing has been identified as one of the important 
determinants of organizational performance. In addition, the earlier study by Subramanian 
and Gopalakrishna (2001) found that marketing as a strong predictor of organizational 
performance. Findings of other past studies have also provided evidence that suggests 
appropriate marketing practices have a positive effect on the performance of organizations 
(Ozkaya, Droge, Hult, Calantone, & Ozkaya, 2015).  
As far as MFIs are concerned, it is essential that these institutions continue to develop their 
ability to identify the needs of their customers as well as meet those needs with the right 
financial products and services. Finding and fulfilling the needs of their customers with the 
right financial products and services require that the MFIs adopt essential marketing practices 
such as market research, developing new financial products and services, pricing their 
products and services appropriately, spreading their products and services to borrowers and 
also effectively promoting their financial products and services to their clients (Agyapong, 
2015; Odhiambo, Kibera, & Musyoka, 2015).   
CORPORATE GOVERNANCE PRACTICES 
The fourth business practice vital to MFI involves corporate governance. Like other public 
and private limited companies, MFIs also need to practice good corporate governance that 
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fulfill specific fiduciary duties as well as meet the national reporting requirements and 
regulations. Corporate governance involved the ways in which an organization is directed, 
managed, controlled and performed. The investment, direction, management and 
performance of MFIs engage the following three groups of people; shareholders (owners or 
investors), Board of Directors and top management. Corporate governance in MFIs involves 
the relationships among these three groups of people. Given this, these institutions require 
good corporate governance practices to perform successfully (Labie, 2001; Maati, 1999). 
According to  the study by Lapenu and Pierret (2006), corporate governance in MFIs was 
first emphasized in 1997. Prior studies on corporate governance have focused on issues 
related to the relationship between the management of MFIs and the Boards of Directors. 
Findings of the past studies on the relationship between corporate governance and 
performance of MFIs have found  that good corporate governance practices are associated to 
the performance of these firms (Johnson & Greening, 1999; Kongmanila & Kimbara, 2007; 
Mersland & ystein Strom, 2009; Augustine, 2012; Madrara, 2012; Adeusi, Akeke, Aribaba & 
Adebisi, 2013; Beisland, Mersland & Øystein, 2013;  Thrikawala, Locke & Reddy, 2013; 
Strøm et al., 2014).  
More specifically, the study by Thrikawala, Locke and Reddy (2013) identified and 
prescribed best corporate governance practices for MFIs. The practices were developed by 
using multiple MFI outcomes for many years with special reference to the social performance 
technique for the poor. The practices were also developed with the understanding of the 
nature of the relationship that exists between corporate governance and institutional success 
and mainly focusing on developing countries. The practices identified and promoted in the 
study include; board diversity, board size, independent directors, CEO/chairman duality, 
ownership type, corporate mission, internal and external auditors, type of donors and 
regulatory and commercial environment. 
ICT PRACTICES 
The adoption of information, communication and technology (ICT) is regarded as the fifth 
important business practice to MFIs. As the microfinance industry grows and competition 
intensify, ICT is being endorsed as an important tool to facilitate its expansion and reach 
(Kauffman & Riggins, 2012). According to Serrano-Cinca and Gutiérrez-Nieto (2014), as  
business practice, ICT can help to reduce the operating costs related to the process of 
providing microcredit. In particular, the adoption of ICT adoption practices are needed for 
MFIs that manage a large number of clients as well as to enable them to reduce operating 
costs and improving their efficiency.  
The earlier study by Congo (2002) indicated MFIs that adopted new technology and 
capabilities initially incurred additional costs. However, efficient innovative banking 
technologies such as management information software, credit scoring technology, Internet 
and, smart card operations can result in the reduction of administrative costs, increase in 
productivity of staff and improvement in the reliability and consistency of accounts. 
Therefore, MFIs should identify and adopt the best practices as well as cost-effective ways to 
use new technology to improve efficiency, outreach and client satisfaction which are 
important for the sustainability of the microfinance industry.    
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Given the importance of ICT, several studies have attempted to examine the impact of ICT on 
the performance of MFIs. Results of the studies by Diniz, Jayo, Pozzebon, Lavoie and 
Foguel, (2014), Kauffman and Riggins (2012) and Abraham and Balogun (2012) have shown 
that the deployment of ICT was not only able to improve the operations of MFIs, but also 
viewed as one of the powerful tools for enhancing the performance of these financial 
institutions. 
According to the more recent study by Rozzani and Abdul Rahman (2013), operations in 
MFIs, particularly those related to data gathering, disbursement and payment, dissemination 
systems, and microfinance operations problems could be improve with the adoption of more 
advanced technology. Nonetheless, the findings of the study also indicated that many 
microfinance institutions were unable to adopt new technology due to factors such as high 
installation costs and lack of participation from clients. More importantly, the study pointed 
out that MFIs have the potential to grow if they adopt advance technology in their current 
business operations.  
CONCLUSION 
This paper reviews five business practices that are considered important to the performance 
of MFIs as well as their financial viability. The five business practices presented in the paper 
include; strategic planning, lending practices, marketing practices, corporate governance and 
lastly, ICT practices. These five business practices were identified from the review of the 
literature and previous studies.  
The review of the five practices suggests that these practices are linked to the performance of 
MFIs. Findings of previous studies have provided empirical evidence that suggests MFIs that 
adopt the five business practices were able to not only improve their operations but also 
enhance their organizational performance. For instance, results of several prior studies show 
positive impact of strategic planning on MFIs were provided by studies (W. Hopkins & 
Hopkins, 1997; Pawliczek & Kozel, 2015; Rezamand et al., 2015). 
Apart from strategic planning, findings of the past studies also indicate that MFIs that adopt 
appropriate lending practices were able to perform better in terms of both financial and non 
financial measures. In particular, the evidence from previous research suggest that MFIs that 
practiced group lending as well as individual were able to perform better (Banerjee, Besley & 
Guinnane, 1994; Armendáriz de Aghion, 1999; Chaudhary & Ishfaq, 2003; Chowdhury, 
2005;Hulme, 2008; Rahman & Nie, 2011; Kodongo & Kendi, 2013). 
In addition, the review also indicates the importance of marketing practices as a vital business 
practice to the MFIs. According to the results of previous studies, the performance of MFIs is 
positively related to the marketing practices they adopted. Numerous past studies have found 
the linkage between marketing practice and performance of MFIs (Agyapong, 2015; 
Odhiambo et al., 2015;Ozkaya et al., 2015).  
Similarly, the evidence from the literature and prior research suggests corporate governance 
and ICT practices as the other two essential business practices for MFIs. Findings from 
previous research that focused on these two business practices also appear to indicate that 
they are positively associated to the performance of MFIs. For instance, the relationship 
between corporate governance and MFIs performance has been established by several studies 
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(Johnson & Greening, 1999; Kongmanila & Kimbara, 2007; Mersland & ystein Strom, 2009; 
Augustine, 2012; Madrara, 2012; Adeusi, Akeke, Aribaba & Adebisi, 2013; Beisland, 
Mersland & Øystein, 2013;  Thrikawala, Locke & Reddy, 2013; Strøm et al., 2014).  As for 
the relationship between ICT practices and performance of MFIs, a number of studies have 
also found significant positive association (Diniz, Jayo, Pozzebon, Lavoie & Foguel, 2014; 
Rozzani & Abdul Rahman, 2013; Kauffman & Riggins, 2012; Abraham and Balogun, 2012; 
Congo, 2002). 
In summary, MFIs would stand a better chance of success by adopting the five business 
practices as reviewed and presented in this paper. Equip with these business practices, MFIs 
will be able to not only size up and make sense of the continuous changes occurring in their 
business environment but also they will be able to become more competitive. More 
specifically, for MFIs to be able to do this, they will need to identify and develop their 
competencies in these five business practices. Having competencies in the five business 
practices will allow MFIs to not only improve their organizational performance but also 
sustain their financial viability as well as competitive advantage.  
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